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SUMT'IARY OF RECO}II{ENDATI ONS

we reconrmend that the General Assenbly linit General Fund
eurrent operations appropriations for any fiEcaI year to
the eguivalent of actual receipts during the most recently
completed calendar year.

we recommend that the proposed legislative actions with
respect to state finances at each sesEion'be enbodied
in four (4) billE:
(1) a current operations base budget aPProPriations biIl,
(2) a current operations expansion budget aPProPriationE

bilr,
(3) a capital inprovements appropriations biIl, and
(4) a budget revenue bitl (if needed).

we recommend that the General essenbly resolve to adopt
the current operations appropriations biIl by ApriI 1
of each year.

We recommend that each current operations aPPropriations
bill adopted by the General Assenbly recite in the ,bill
the availability (beginning balance plus revenue) estinates
on which it is based

we recommend that the General Assernbly, in adopting the
current operations appropriations'bill each year, ensure
that the fund balance of the State is at aII tiures'
sufficient to clear alI state-issued checks that are
presented for paynent.

we recornmend that the General Assenbly establish by
July L, 1995, a savings reserve or rainy day fund that wilL
egual five per cent of the annual General Fund
current operations appropriations and specify the
conditions under which it can be spent

we recomnend that the House of Representatives amend its
ruLes to provide that every bill or anendment that
establishes or enlarges a governnentaL program or
service carry a fiscal note aB to its costs over the
next ensuing six (6) fiscal years, with special emphasis
on personnel reguirements and costs.

We recommend that
that it will give
appropriations to
and uraintenance of

the General Assenbly adopt a policy
high priority in making each year's
providing capital funds for the repair
the State' s buiJ.dings.
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Summary of Recommendations Con't.

g. we recomnend that the General Assembly proceed cautiously
in irnposing user fees on users of state govern$eF*:':$i,::i:
services' 

;ji ':' rt"'':
10. We recommend that the General Asserrnbly authorize a

thorough study of the adequacy of state and loca},'' ,'.:.,'
government revenue sources and the allocation of
iesponsibility among the State and its counties and
rnunicipalities for financing and perforning government
servicls, with a report and recommendations to the
L992 session oE the 1991 General Assenbly.

11. We recomrnend that the General Assenrbly order a thorough
management survey of and report to the General Assembly
on the executive branch of state government with respect
to the needfulnes6, effectivene5s, and economy of each
activity and Program maintained by the State.



InEroduct.ion

on Hay 28, 1991, Representarive George t.J. Hi11er, Jr., Co-chair of the

Finance Commirree of rhe House of Represencatives, esLablished rhe SeIect
' : i-: .'.

Subcommi;tEbe,cn Fiscal Reform of Che Finance Commir'Lee' He assigned t'o thaE

SubcommiELee fhe rasks of (1) idenrifying for rhe Finance Commitcee rhe chief

factors rhdc:,:liave contribuEed !o Ehe financial problems the Srate of Norrh
'l '., I

Carolina has r:xperienced during rhe last svo years and Q') advising rhe

Finance CcmrniELee on measures Ehat should be taken by rhe General Assembly ro

avoid a recurrence of rhose problems, insofar as fhey are wifhin the control

of the State of North Carolina.

The members appoinred f,o rhe Select Subcommirtee by Co-chairman HilIer

are RepresentaEive John H. Kerr' III (Cirair), RepresenEaLive Harry C' Grimmert

RepresenlaEive Thomas C. Hardarray, RepresentaEive Julia C' Horrard, RepresenEa-

Eive Judy llunt, RepresenEacive Robert C. Hunler, RepresenLative t'J' Stine

Isenhower, RepresenEaE.ive Mary Long Jarrell, RepresenEaEive Josephus L'

HavreCic, Representative Lisron B. Ramsey, Representalive tilade F' t'liImoCh' and

RepresenraEive !Jilliam ff, lJirhros. Er officio members are Sp.eaker Pro Tempore

Harie W. Colton and RepresenEar.ive MiIler and RepresenraEive Joe Hackney, Co-

chairs of E.he Finance Commi E lee.

The SubcommicEee has held.five meecings to date. IC has heard from four

invited wit.nesses: SE,at.e Treasurer Harlan E. BoyIes, SEale AudiCor Edward

Renfrow, SecreCary of Revenue BeCsy Jusfus, and Srafe ConEroIler Fred W'

TaIton. These wiEnesses gave oral Eestimony and resPonded Eo quesEions from

members of rhe SubcommiE,tee. Some of Ehem also submitred written material

reflecting rheir vierls. They have Ehe t,hanks of che Subcommircee for rheir

conE.ribulions. lle also had lhe benefit of rhe ReporC of Che Economic FuEure

Scudy Comrnission enEir.led "FiscaI Realities for rhe '90's." Published in
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Xarch 1991, that report reflects Ehe work of a 30-member study ccmrnission

creared in 1990 by action of rhe General Assenbl y' A parr of t'ha! I cornmi s-

sion's atf enf.iOn gras direcf ed tO ghe same issues LhaI are bef or'e the Subcom-

mittee. The sraff of Ehe Fiscal Research Division has been very helpful in

providing informarion on rhe Subcommitree's requesE -':

It is anr icitpatea thal lhe r.rork of the SubcommiCCee r'rit'1'' b'e 'continued

chroughouE rhis 1991 session of Ehe General Assembly, at Ieasr' and Lhat it

srill issue furrher reporEs on irs findings and recommendations to the Finance

Commi E Eee .

The General Fund operaCing budgec has been righr since rhe fiscal year

1985-86, when che GeneraL Assembly embarked on an eighr-year' $800-million

Basic Education Program 8t, Ehe same Eime rhat i[ enacted' at Governor James G'

Hartin's urging, a 9220-million tax reduccion package'' In recenE years' Ehe

General Assembly .has granEed salary increases Eo geachers and st'aEe employees

aE rares Lhat have exceeded inflarion, iniciared a new salary plan for public

school Eeachers, and adopted fhe School ImprovemenE and Accountabilify Act of

1989 (Senare Bitt 2, as ic is familiarly known), shich provides Performance-

based pay for Leachers. These iniriaCives resulted in fhe cumulative equiva-

lenr of a one-fifrh increase in the size of Ehe General Fund budgeC' No

permanenE plan (i.e., no revenue increases or budgef cu!S in OCher programs)

rras adopred co fund Ehese increasingly expensive ProSrams' The srare has

inscead financed rhose increasing coscs from annual Srowrh of 10 Eo 12 Per

cenr, in,the exiscing revenue sysrem and by liquidating a $400 million budget

surplus.

The

projecced

a variecy

ConsriiuE,ion of Norrh Carolina reguires a balanced budgec' so the

deficits of the lasc Ewo years had ro be averred. That was done by

of managemenl devices employed by Ehe Governor--including reducing (
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quarr-erl-7 aIloLmenE.s, f reezing vacaDL positionS, resLricEing non-Personnel

expendir.ures, spending rhe "rainy day fund" we eslablished in I990' and sus-

pending capi.ral ouElay projecrs for shich funds had been aPPropriared ' The

General . Assembly in lggg and Ig90 has done irs part by reducing proposed

expendiEures, cuEEing rhe previously adopred budger for I990-9I ' and other

s r- ringeprr m€a;srJrc5 .

Fiscal year Iggl-g2 pronises a conEinued grim picfure' The gaP belween

currently estlmated revenues and the currenE services budger for i99l-92 is

$I.2billion,or14.4Percenqofchespendingbase.IfnormalexPansion

items L,ere included, Ehe gap pould be f9 Per cen!. HolJ to coPe with Che

largesc budgec deficiC since rhe Great Depression of rhe 1930's has been the

cbief preoccuPacion of rhe I991 Iegislative session'

As an incident of money shorcages, Ehere have been many days during 1990-

91 srhen the General Fund cash balance fell belor'r zero, making ir necessary fo

borrow Eemporarily from olher slase reserve funds in order ro be able co honor

the SEate's checks upon presenration. This has not previously been a Problem

in modern rimes because revenues have sufficienrly exceeded expendifures to

keep Che Sfafets cash balance adequate Co meeE currenE requiremenEs'

How did Norrh carolina geE inro rhis sLare of fiscal disEress? Hos did

we move so quickly from a Eime of prosperiry, when despite stage General Fund

expenditure increases in rhe range of Cen per cenl a yeat during Che I980's'

year-end crediC balances remained high, inCo a Eime of constantly deepening

deficics?

Theanswers'aremanyandg'edonoEclaimEoknowallofEhenorlhe

precise relarive imporrance of chose ste can idenrify. In Ehe recilal EhaE

follows, we uill not.e fhe fiscal developments of ghe Iast tsro years' Ehe

legislacive responses Eo Ehem, and faclors conlriburing Eo Ehe problems
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encounLered. Our findings as Lo problems and recomrnended resPOnses wilI

folIow che hisrorical account.

The 1989-91 Budget as Adopted in 1989

The 1989 General Assembly departed from Past pracrice and adcpced'uhar it

considered ro be an essenEially fuIl-scale budgec for che' 1990-9I' fiscal

year. The General Fund budgec included 1990-91 funding for che Basic Educa-

tion Program in accordance wirh the original eighc-year implementacion

schedule, funded anticipared mandafed increases in the Hedicaid ProS'ram'

included a progran of prison consEruclion Lo bring Uhe SCaLe inEo compliance

wirh federally imposed mandaEes' sPProPriaced a compleEe schedule of capiral

improvemengs, included an eslimated increase in health insurance costs for

sf,aEe employees, and funded a six Per cenf pay raise for Eeachers and sEaEe

employees. In addiUion, the 1989 session approved Ehe most ambiEious public

sorks program in she hisrory of rhe Scare: a $9.3 billion highway construc-

Cion program Eo be compleged over a 13.5 yeat period and financed by increased

moEor fuel E,axes and a negr highr.'ay use Eax replacing the sales Eax on moEor

vehicles. The one major iCem lefr for action in 1990 was firsr-year funding

for the School Improvement and Accoungabilicy Program (Senare BiIl 2)' Ocher-

wise, rhe f989 session envisioned only minor budget adjusEmencs in the 1990

session.

It sas recognized char Ehese heavy commiEments sould seriously srrain Ehe

SEatets resources, but t,he General Assembly rejecfed a proposal by Governor

James G. HarCin Eo increase the SEa!e's general sales tax by one cenE' In-

stead, several short-term measures lrere adopfed, including a trto-year alloca-

E.ion Eo Ehe General Fund of $279 million for 1989-90 and $355 million for

I990-9i in receiprs [haI orherreise srould have been crediced to Ehe Highway

TrusE Fund.
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The decision Co adopr a ful1y formed 1990-91 budger in 1989 lJas based on

!r.ro goals adopced by rhe House and Senare Ieadership early in the session'

First, there was broad suPport for a new Leacher salary plan as ParE Of the

efforr Lo improve rhe public school sysLem. The plan called for increasing

Leacner pay gn averaBe by six per cen! each year for Lhree years, beginning

wirh che I989-90 fiscal year. By ernbedding the first two installments in a

newly enacted pay schedule, the General Assembly hoped Eo demonsEraEe irs

determination t.o carry E.hrough wirh the plan. lthen oEher sLate employees, who

for the prior gwo years had received annual Pay increaSes lower Ehan those

aurarded EO leachers, pushed for paricy, the Genersl Assembly exCended che six

per cent increase Eo all sf,aEe employees for each year of the biennium'

The second reason for adopring a fuII 1990-9I budget in 1989 was Ehe hope

of lirniring the lengEh of the 1990 session Eo as brief 8 [ime as Possible' By

making aIl. major budgecary decisions in 1989t the Ieadership hoped thaE rhe

General Assembly could complece its 1990 session quickry, and geEting che

salary increase issue ou! of rhe uay iJas a major facLor in rhis planning'

Unforgunarely, a major revenue shorrfall uPseE the plan' The 1990 Iegis-

Iarive session noE onl.y found lhat ir had to make major reductions in che

19gO-gI budget ic had adopred in 1989; ic found iEs members unwilling in an

elecCion year ro reduce or eliminare fhe second-year Pay raise fot teachers

and stace employees EhaC had been approved in 1989. Instead of a Esto-s'eek

seSsion spent oD approving a fev nesr capiCal projects and tending to minor

derails, the 1990 session found itself enmeshed in rhe lhorny issues of Pro-

gram curcailmenr and possible Eax increases'

The currenE operar.ions and capiral improvemenEs budgets adopred in 1989

eere based on projecCed increases in available revenue of 13'6 Per cenr for

Iggg-g0 and 4.g per cenE, for 1990-91. The 1989-90 increase included a number
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of non-recurring increases such as income Laxes on capifal gains stemming from

rhe RJR-Nabisco buyouC, a change in t.he method of account ing for local Lax

reimbursemenLs, acCeleration of CerCain reveDuest A few rninOr tax increaSeSt

and rhe impact on che General Fund of the Highvay Trust Fund legislation'

Af ter ad jusCing f Or f hese f acCors r revenue gro$'Lh due Co economic" 'f ac'f ors was

projecEed to be 8.8 per cent in 1989-90 and ?.4 per cent in I990'9I; As che

I989-90 fiscal year unfolded, ir became increasingly clear fhat Ehese projec-

tions eere coo high. Act.u81 revenue growEh in 1989-90 furned ouL to be 6'5

per cent rarher Ehan che 13.6 Per cenE needed CO balance Ehe budgec' and Ehe

porgion of revenue grolrth due Eo economic factors proved to be 5'6 Per cenE

racher than Ehe 8.8 Per cent forecasr. OCher contribucing faccors included

unanE.icipated problerns wiCh specific sectors of rhe economy' unexPected conse-

quences arising from cergain Eax changes made in 1989t and conginuing un-

cerEainty abouE rhe capiral gains lax issue aE Che federal level' To make

maElers hrorse, ghe StaCe had experienced rnajor unangicipaCed expenditures in

1989-90 of. 562 million'

The 1989-90 fiscal year etas only Ehree monEhs old when the Office of

Sfafe Budget and Hanagemenf, warned sEale agencies and insCitulions Ehat there

mighf be f.rouble ahead. In January, a1encies ttete fold rhat revenues rlere

9I7f million below budget estimaEes and unancicipaced expendiEures of $60

million had been incurred. As a resulr, E.he Governor ordered chird quarEer

alloCmenCs reduced by fwo per cent.. Six seeks laCer, fhe revenue deficiE was

pug aE S2O4 million and the Governor delayed capiral improvemenl Projects

roraling $f09.1 rnillion. In mid-ApriI, rhe Projected revenue deficit had

Broeln E.o $400 mi 1I ion.

By Ehe rime rhe General Assembly convened in lace May, 1990' rhere was a

serious fiscal crisis as personal income Eax collecCions for Aprit had fal1en
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far below esIima!es. In his budgef recommendaLions Lo the General Assemblyt

Governor Jppes G. HarCin esEimated I Probable General Fund shortfall of $505

million for lggg-g0 and $335 million for 1990-91. To cope wirh a problem of

Chis mag,n.iCude, ghe Governor recommended cancellarion of capiral projecrs

coraling $I37 million--$42 million aurhorized in prior years and 595 million

aut.horized for I989-90. He also suggested a number of one-Eime measures'

including moving che June payday co July, deferring PaymenE of sEaLe assis-

Eance fOr pubtic school constructionr borrowing from an unemployment reserve

fund, t.ransferring funds from the Highway Trust Fund, and adjusring the

SCafe's conEribufion rafe lo employee retiremenE systems' Legislalive opposi-

rion and legal consCraints led rhe Governor Eo abandon of aIl of Chese oPt'ions

excep! t.ransferring che June payday'

By early June, 1990, Che office of srare Budget and Management $tas esEi-

rnating EhaE r.he June 30 credir balance in the General Fund would be $I'8

million. Evenrually rhe June 30 credir balance proved Eo be q22'2 million'

afrer che JuIy 20 reporr from Ehe Deparrmenr of Public Education showed public

school expendit.ures to be a litcle over $20 milrion Iess chan previously

eslimaEed.This$22.2millioncrediEbalancegrasonlythree-EenLhsofoneper

cenr of Ehe $6.g bittion tggg-g0 Generar Fund budger. (By comparison, che

June 30, 1988, crediE balance was $392.9 million, cthich Ltas 6'8 Per cenE of

General Fund revenues for that yea:'.)

The General Assembly's Fiscal Research Division suggested EhaE some of

rhe facrors concriburing ro che I989-90 revenue shorrfall sere affecring only

LhaE fiscal year shile oE.hers would affecr fuEure fiscal years as sell '

FacEors affecting borh years of che biennium included an abnormally low in-

flation raEe during a Eime of economic recession, sluggish moEor vehicle

sales, and declining corPorate profirs due to Pressures from foreign
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compeLi tion and higher inreresL cosLs aCtriburable lo leveraged buyours '

(Borh RJR-Nabisco and Burlingcon IndusEries had recen!1y Eone through lev-

eraged buyouts, resulEing in subsCantial corPoraLe debt, the rePaymen! of

which reduced or eliminaCed raxable profirs; these Erl'o corPorar'ions were once

among E.he SLaEets IargesC faxpayers. ) HosL recenE economi c recess ions have

been accompanied by inflarion which has helped cushion the effecc on Lax

revenues of declining economic acCiviCy because price increases due lo infla-

rion are reflecred in increased revenues from sales and income r'axes' In

fact, over 90 Per cenf of General Fund revenues 8re affected in one way or

anoEher by wage and price inflation. In I989-90, Laxable wages and consumer

prices for goods subjecr, Eo the sales !ax remained scable. New moEor vehicle

sales srere noE as brisk as eslimatedr partly because dealers marketed new cars

aggressively before Ehe nes highway use Lax enacEed in 1989 wenc inr'o effect

and manufacEurers unexpect.edly di sconCinued sales incent ives ' Decreased

corporate profiEs also seemed likely Eo conginue indefinitely for a varieEy of

reasons.

The Fiscal Research Division also idenrified four facEors EhaE might be

remporarily depressing revenue Sroltth in rhe first year of Lhe biennium: a

change in Che Eax trealmen! of small corporations, lhe 1989 Tax Fairness AcE

which based che stare individual income Eax on a percenEage of federal income

Eax Iiabilicy, l989 legislatio-n changing che individual income Eax sEaEus of

retirement benefits, and conEinuing uncerrainry over proposed congressional

changes in federal saxar,ion of capiral gains. A f989 change in Ehe sEaEe

income tax st,aEules allowed cerfain small corporaEions (known as Subchapter S

corporaEions from Che porLion of rhe federal InCernal Revenue Code affecCing

chem) Eo be taxed as if chey were parrnerships. The DeparrmenE of Revenue

esEimaCed E.haC 1989-90 corPorate income rax revenues ltere reduced by 12 Per
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cent($85milIion)asaresultofrhischange.t'Jhilemuchofrhatrevenue

showed up on individual income Lax reLurns in I989-90, an unknowr amounE I,as

anricipared Io sp,ill over inro 1990-9I. The Fiscal Research Division has

eSf.imaLed ChaC the S Corporalion AcC lJas responsible for a PermanenL revenue

loss of $40 million and a Eemporary I989-90 loss of $40 million' other I989

changes in lhe individual income Lax may have required high-income Eaxpayers

to pay more in quarEerly estimated Lax PaymenEsr t,hile wichholding Laxes of

loger-income individuals declined' The net result of chese changes stas f,o

shifr some Eax revenue from one fiscal year Lo che nexr. FinaIIy, conEinuing

congressional debate over Presidenr Bush's proposal to reduce the federal

inCome Eax on capifal gains may have encouraged high-income EaxPayers Co defer

selling assets. ln all, rhe Fiscal Research Division was able to identify at

IeasE some of rhe causes lying behind abouE $290 million of Ehe 1989-94

revenue shorr.age. The remaining $214 million (esrimared as of Hay I5) it

could nor explain on che basis of data available ar that tisre' Ulrimately'

che 1989-90 revenue deficiencies proved Eo be $549'8 million' This amount

comprised a shorCfaIl of 5429.4 million in General Fund revenue collections

and a $120.4 million shorsfall in Highway TrusE Fund revenues EhaE ltere to

have been Eransferred ro che General Fund'

On Che expendiCure side, !Po nalural disasLers and other unanEicipafed

event.s pushed expendiEures uP by about $62 million. IE cosE the S[ate about

$18 million Eo magch federal assistance for Che vicCims of Hurricane Hugo in

Ehe fall of lggg and a lornado in che spring of 1990. The cosE of implemenc-

ing rhe new salary schedule for public school Eeachers enacEed in 1989 was $22

million more chan escimaEed, due ro a one-Eirne cost for longeviry pay- HeaIth

insurance for sEale employees Eurned out Eo be S7 million more cosEly fhan

esEirnated. FinaIIy, rhe cosr of funding r'he i988-89 carryforward of lIEh and

12ch month Eeacher salaries was $I5 million'
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Alchough rhe Governor's expendiIure reducLions had sLaved off a

cash-basis deficic by a hair's breadrh, rhey pere noE. sufficienr ro ward'off a

chreat. Eo the SLafe's AAA credit rating. On June 8' 1990, SLandard & Poor's

placed Norrh Carolina scare bonds on credit warch. This acLion meanL thar the

rating agency was giving serious consideraCion Co lowering Ehe Stale's credit

rating. Even rhough rhe sEare budger for i989-90 may have been baianced on

Ehe cash basis, Ehe facr remained thar unless something else ri'as done, the

General Fund would end Ehe f989-90 fiscal year wirh a $173.8 million deficic

as reporred under Generally Accepted Accounring Principles (GAAP), rhe sLan-

dard applied by the credif, evaluat.ion. To make maEEers worse, all indications

were EhaE rhe Srare faced budger difficulties in 1990-91 at least as serious,

if noE rrore t.han so' as those ir had just weaEhered'

AE rhe urging of rhe office of Stace Budgel and Hanagemen[, the General

Assenbty responded Eo Ehe crisis with Chaprer 813, racified on June 2I' This

act Eook three srePs char had Che effecE of reducing General Fund Iiabilities

and increasing asseEs, rhereby resulring in GAAP-based financial rePorts

shouing the June 30 financial posirion of the General Fund !o be positive

rat.her than negaCive. Firsfr the acl required uCiliry companies [o pay cer-

rain accrued franchise and sales Eaxes by June 25 (under exiscing law Ehese

t,axes r^rould noE have been payable unlil JuIy 30). Alrhough chese Payments

took place aft,er Ehe June 20 closing of che Revenue DeparrmenE's books for the

1989-90 fiscal year and eere cherefore noE used by rhe General Assembly in

esgimating che June 30 crediE balance, ChapEer 813 made the money "measurable

and available" in che f989-90 fiscal year, shich enabled lhe SLate t'o rePorc

ic as 1.989-90 revenue on Ehe modified accrual basis of accounring and allowed

ghe General Assembly Eo Eake ic inro accounE in eslimar,ing 1990-9I revenue

availability. Second, the laws governing disrriburion Co local governmenEs of
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porEions of the beer-r"rine excise Laxr fhe ufiiify franchise Eax' and the

inCangibles rax lrere amended in such a '.'ay rhar Che 1 iabi I ity reserves

formerly mainLained to offseC rhese revenues eere el iminaCed, t'rith a cor-

responding increase in fund balance. FinaIly, certain venCure capifal invest-

menLs made from Lhe Ceneral Fund and Highr"ray Fund L'ere shifred Co the EscheaLs

Fund, resulE.ing in elimination of rhe iiability reserves formerly maintained

t.o of f set chose invesEmenLs.

For many years the Srare had disrribuCed Che franchise Eax levied on

gross receipts from the sale af. eleclric Poeer' natural Bas, and telephone

service r^rithin cicies and ro'Jng Eo Ehe municipalities from which the revenue

Lras generaEed. (The Srare reEains all franchise Eax colLecrions from sales in

unincorporaced areas.) Similarly, borh counties and ciCies received a share

of the st.ate excise f,ax on beer and ctine sold sifhin their boundaries' Since

che inceprion of che incangibles Eax in 1937, sraEuges levying ad valorem

Eaxes on cerEain classes of inCangible personal properEy have sEaEed Ehat Che

tax is levied "on behalf of" local governmenEs and have provided for discribu-

rion of Ehe neE proceeds of che cax, afEer cerEain sEacutory deducEions, Eo

local governmenEs on Ehe basis of formulas set ouE in che sEatufes. Pre-

viously, Ehe sEaEuEes providing for sharing these staEe-levied 'Eaxes with

1ocal governmenrs direcced che SecreEary of Revenue Eo seE aside for distribu-

rion t,o Ioca;L governmenrs a specified porEion of rhis revenue according Eo

precise formulas spelled out. in rhe staEuEe. For E.hat. reason, GAAP-based

;inancial sEaEemenEs reporE,ed a General Fund liabiliry equal in amounE Eo fhe

local porr.ion of franchise, beer-r.rine, and inrangibles Eaxes being held in rhe

General Fund because, under che sEaEuEe, Ehese amouncs r,lere owed to local

government.s and were unavailable for any other use.
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Chapt er 8I3 changed aIl of rhe staLuEes calling for discribution of

franchise, beer-sine, and infangibles Laxes fo local governmenLs Eo eliminate

any suggestion Lhat local governmenLs are legally enritled Eo any PorLion of

Chese Eaxes. Consequently, the entire net proceeds Of fhese taxes collected

in fiscal year I989-90 were reporEed as General Fund revenues' Some of Chis

revenue had already been discributed to local governmenLs earlier in fiscal

year 1989-90 bur $141.I million rlas on hand in June pending disrribucion in

October. ChaPrer 813's amendmenLs allosed changes in rhe mer'hod of accounting

for this money rhat resulred in elinrinating from Ehe GAAP-based financial

statemenE for Ehe General Fund liability reserves toraling $141'l million'

Local governmenCs did not suffer a revenue loss in 1990-9I as a resulE of this

move because Che CurrenE Operations Appropriarions AcE conrained appropria-

cions and special provisions designed !o ensure t,haE Ehe amounr paid out Eo

Ioca} governrDenEs would nof change. Nevertheless, the changes did make the

amount. of money tO be shared wigh IocaI Sovernmenls from lhese sources in

fut.ure fiscal years dependent noE on acLual collecCions but on the Eerms of

t,he annual st.aEe appropriaEions acE.

The final changes made by Secrions 10 Ehrough 12 of. Chaprer 813 released

$23 million from liabitiry reserves in rhe General Fund thar had been esrab-

Iished Co offseC state invesEmenEs in Ehe NorEh Carolina Enlerprise Corpora-

rion and in limiCed parcnership incerescs in parrnerships managed primarily

for rhe purpose of invesfing in venLure capiral firms and corPoraEe buyouC

t.ransactions.

Alcogerher, Ehe accounE,ing changes made possible by Chaprer 813 improved

rhe financial condirion of the General Fund by some $222'4 mi11ion, resulring

in a June 30 G$P-based credir balance esEimaced at 55.2 nillion' Ultimately'

che GAAP-based credir balance proved co be in rhe neighborhood of $I00 million

trhen final revenue and expendifure tofals erere reporLed.



Bevision of the 1990-91 BudS,et

Having rended Eo rhe r989-90 budger ' lhe General Assembly in i cs I990

session nexE t.urned to adjusCmenCs to rhe 1990-91 budget needed to offset a

revenue shorCfall that in early June was esCirnared aL $335'4 million for the

upcoming fiscal year. Of rhis amount, 5243 million sas aErributed ro Iower

General Fund revenue esEimages and $92 million to reduced transfers from the

Highway Trust Fund due t.o lower eslimales of Ehe yield of Ehe highway use

tax. The esrimared $2?.2 million credic balence PartialIy offsec this amounE,

leaving $3f3 million ro be found elsewhere. For the betLer Part of CL'o

months, Che Ewo chambers debaEed over uhecher Eo make uP the shortage by

reducing expendicures, by increasinS, revenues from raxes and fees, or some

conbinaEion of Ehe ll,'o. At the same Eime, rhe General Assembly was under

increasing pressure f.o fund several nee Program iniCiaCives and to resEore

funding for capiral projeccs delayed in order fo balance Ehe I989-90 budger'

By June 19, Ehe Senate had rejected any Eax increase and had adopced a budget

bill rhar funded rhe first year of E,he school Improvemenl and AccounEability

Program (Senate Bill 2), and proposed modest new spending for infanr morrality

reduct.ion programs, drug abuse initiarives, and new prisons. The SenaEe

balanced che budget siCh spending cu[sr lower funding for che Basic Educalion

Program, a hiring freeze, f,he lransfer of the drivers'educaEion Program Eo

ghe Highuay Fund, and Eax accelerations. The House searched unsuccessfully

for a 61-vofe majoriCy for a modesE Eax increase that aE Ieast would have

avoided che need Eo cut spending commigmencs made in I989 for rhe public

schools. Among Ehe ideas considered sere a one-half cent increase in the

st.ate sales tax' srich or wichout removing the $80 ceiling on sales of cerr'ain

agriculEural eguipmenc and induscrial roachinery and the $300 fimit on aircraft

sales, and a

cigareECes.

series Of increases in !axes On beer, wine, liquort and
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Before rhe I99O session convened, covernor Hartin had proposed that all

srare agencies be direcred to reduce l99o-9r expendirures by 5 -2 Per cenL t

wirh 3 per cent to come from permanenE cu!s Eo be idencified by Che agencies

chemselves and 2.2 Per cen! from mandared spending curlailmenc' The IaCter

proposal g,ave agencies broad latirude to sPread spending reductions across the

budger r.,irhour having Eo larget rhe reduccions in advance' The final budgeC

plan agreed co by Ehe House and Senate conferees adoPfed the Governorts solu-

tion. Before Che session opened on'l'{ay 2I, each sLaEe agency had submiCfed

line-irem by line-irem proposals for reducing its 1990-9I budgec by chree per

cent. These reductions cotaled 52t+4.7 miIlion. For rhe most ParE, they were

accepced by rhe General Assembly and rhe Current OperaEions APproPriagions Acc

was amended accordingly. In addiEion, mosf sEaEe agencies, wifh the excePtion

of che communicy colleges, erere direcred Eo hold expenditures against 1990-91

appropriarions, as modified by other 1990 reducgions and increases, to 98 per

cenE of total appropriations Eo the agency. This r,tas accomplished by includ-

ing in each agencyts budgeC a ttnegaLive reservett equal Eo thto Per cen! Of Che

rocal of a1l other budget line items. The effect of the negative reserve was

EhaE the agency's roral spending againsr General Fund appropriaEions for

current operaE.ions could not exceed 98 Per cenE of the agency's auLhorized

1990-91 budgeE. All cold, rhe negative reserves amounfed Eo $97'9 million,

which sas 1.3 per cenr of rhe cotal 1990-91 budger'

The choice of rhe three per cenE legislared reducEion and che Er"to per

cenE negaEive reserve had implicaEions for che f991-93 biennium Ehac may nol

be immediately apparenr.. Line irems not fully expended and positions lefr

unfilled in order to meeL fhe lwo Per cent negagive reserve remained in the

continuaEion budger for f991-93 unless ghe Governor deEermined Chal they were

noE needed ro mainrain exisCing programs aE Cheir currenE level ' Therefore,
(
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Secrion 7 of Chapcer 1066 instrucred rhe 0ffice of Scace Budger and l'lanagement

Eo manage quarrerly alloLment.s so as rhe realize ac least $40 million in

savings from leaving positions vacanc. Employees of the General Assembly and

ceaching posicions in the public school system and rhe UNC sysEen were no! Lo

be used Eo meef rhi s quor.a. Thac Ief r $57 .9 mi I I ion to be made up in oE.her

ways.

Togegher, the mandaced budget and spending reduc!ions cut $342.5 million

from rhe $7.8 billion I99O-91 General Fund budget Ehac had been adopred in

f989. This lefr only g29 million for capical improvemenLs projects rhac had

been delayed and cricically needed nee spending for curren! operacing iEems

G22 million from rhe 1989-90 credit balance and a neE 17.2 million from

mandaEed appropriacions and spending reductions). Hore money r.las needed. The

General Asseurbly generat.ed iC by accelerating Che collection of cert,ain

taxes. Chapcer g45 made permanenE che acceleraEed PaymenE schedule for

uEility franchise and sales Eaxes chat had helped improve t.he 1989-90 modified

accrual credit balance. This made an esEimated $58.3 million available for

expendiEure in f990-91 in addition to tsrelve rronths worth of such Eares E.o be

collecred and paid ouE in 1990-91 under the new monlhly paymenE schedule.

Chaprer 945 also acceleraEed the paymenE of wirhheld individual income Laxes

by employers for an esEimated gain of $f13.5 miIIion. Chapter 984 accelerat.ed

Ehe schedule for paymenE.s of esrimared corporaEe income laxes of moderaEe-

sized corporat.ions, for an estimaEed gain of $41.9 million. Chaprer 984 also

required individuals and corporacions requesting excensions of rime in which

to pay income and franchise caxes Eo pay the esrimaEed Eax by che normal dead-

Iine, for an esEimaEed gain of $40 mi11ion. AI1 of chese revenue gains were

one-time windfall-s rhar will noE. again be available Eo increase revenues in

fuE.ure fiscal years, excepE t.o the extenE rhat earlier paymenE increases che
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S[ate's investmenE earnings. Taxpayers paid no more Ehan they orheruise would

have paid; Ehey simply paid ir earlier'

The toCaI amoun[ anticipared from Ehese lgg}-gI revenue acceleraLions l,as

9253.7 miIIion, no! including a possible resulting increase in invesEmenr'

earnings. Added co the i22.2 million beginning crediE balance (cash basis)'

rhe rocal of g275.g million offset rhe $275.5 million appropriared by chaprer

1074: S7.7 million for addicional recurring currenE operaEions irems, $22I

million in non-recurring capifal improvemenEs and other one-time items' and

s46.5 million E.o replace corPoraLe income tax revenues formerly earmarked for

public school consEruction. The larter change is discussed belor'r'

T!'o ot.her changes made in che budgeE Process affecced lhe EoEal esrimaced

availabiliry of revenue for lgg0-91, bur. were offser by appropriarion of like

aDounts: the Budgec srabilization Reserve and a change in the merhod of

funding rhe PubIic School Building Capiral Fund and the Critical School

Facitity Needs Fund.

As discussed above, chapcer 8I3 changed rhe method of accounting for the

portion of franchise, beer-sine, and inrangibles Eaxes shared wich local

governmenEs. Section 11 of Chaprer 1066 appropriaued $242'7 roillion Eo local

governmenEs from Che proceeds of Chese t'axes and direcCed Chaf Ehe amoung of

rhe appropriation in excess of acE,ual revenue collecrions reverf to rhe

General Fund, while Che appropriaCion is to be increased Lo rhe exEenE EhaE

collecfions .exceed esEimaEes. Thusr Ehese appropriaCions Ltere to be funded

from current 1990-91 revenue collecrions. There remained the $14I million

being held in Ehe General Fund on June 30r 1990, pending disrribucion in

Occober. Because of rhe.accounting change' f,hat money Ltas fechnically avail-

able for appropriarion r.o offset any General Fund irem in 1990-91 ' The

General Assembly chose nor. to spend che windfall' Instead, SecLion 10 of (
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Chaprer 1065 appropriaced $141 million Eo the Office of Srate Budger and

|lanagemenc as a Budget SrabiLization Reserve for Che sraled Purpose of provid'

ing "a mechanism ro sEabilize che annual funding availabiliEy for carrying ouE

st.aLe proBrams and providing financial assislance Eo Iocal government uniLstt--

and so we gained a t'rainy day fund.rt

The public School Building Capical Fund and che Crirical School Facility

Needs Fund, shich are used to assist counties in meeCing school capiCal ouLlay

needs, are funded by earmarking just over seven per cent of corPoraEe income

Eax colleccions for chaI PurPose. For E.he f990-9I fiscal yeart ir is esLi-

mared Ehar $46.5 million wiIl go to rhose !h,o funds from [hat source--$I0

million Eo Ehe Crirical School Facilicy Needs Fund and $36.5 million Eo Ehe

PubIic School Building Capical Fund. Formerly' this money was crediced

direcCly Co rhe funds and was noE reporEed as General Fund revenue' Secfion

28 of ChapCer 1056 repealed Che staEuEory language that earmarked this

revenue, with Che sEaEed int,enf fhar a Iike amounE would be appropriated in

Ehe capical budger acE, E.o be funded from non-recurring revenues. Chapcer

;374 in facr did so. Like E.he payday delay and che revenue acceleraEions

discussed above, Ehese sEraEegies were available only once and will have no

effecc on fuE.ure fiscal years.

Anorher series of acrions by che 1990 session E.haL affected che 1990

budgec included a number of fine-cuning amendments to cax legislacion enacEed

in 1989 and a ne!, r.ax crediE for federal ret,irees. Together, these tax law

changes reduced General Fund revenues by $7.3 million. The loss sas offser by

increasing a number of fees co yield an addicional 97.6 million. Finally' $17

million sas transferred from the Highway TrusE Fund to the Highway Fund and

f ron there t.o t.he General Fund of f ser t.he cost of che drivers' training Pro-

gram in the public schools.



In addicion Eo current revenues and fhe credif balance remaining from the

previous year, bond issues are a major source of revenue for capical improve-

menrs projecrs. The 1990 session Lapped this source for uP to $275 million co

be used for prison faciliries. Chapter 933 auLhorized rhe State Treasurer to

issue up Lo g75 million in non-vored srate bonds co fund consErucEion of nine

pri son facil i ry projecCs sPecified in the act. Because the Loral of rhese

bonds sas less t.han tlro-rhirds of f,he amounc by which che oursEanding debt of

the SEate sas reduced in the bienniurn Ehat ended June 30, I989, Arricle V, S

3(l) of rhe Norch Carolina Constirurion allosed rhe Scate to issue chem wich-

ouE vof,er approval. Chapter 935 allowed Che issuance of anorher $200 million

in staEe bonds for prison consgrucE.ion Chat Ehe vogers aPProved in an elecfion

held concurrently with the November, 1990, general eleccion.

The ner eff.ect of ChapEers 1055 and 1074 sas Eo auEhorize an increase in

spending for rhe f990-91 fiscal year by $1.3 million. l.lhether by coincidence

or by design, this figure essenEially matched che $1.8 million June 30 General

Fund credit balance (cash basis), no! including reversions in rhe PubIic

School Fund.

Resolution 76, the I990 session's IasE acEion, casE an eye t'o Ehe fuEure

fiscal condition of the St.ace. In placing a credir waEch on the SEaEe's

bonds, SLandard & Poor's sas looking as much lo Ehe fut.ure as to Ehe June 30,

I990, condirion of che General Fund. Given lhe SLaEe's couniEmenE Eo such

long-Eerm spending programs as Ehe Basic Education Program and expanded prison

faciliCies, coupled with an aPParent. slowing of revenue groltEh, the rafing

agencies r,lere looking for evidence rhat. rhe Scare incends Eo Eake posicive

sEeps Eo address the impending gaP between revenues and exPenses in fiscal

yeer f99i-92 and beyond. In an acidress !o a joint session of che House and

SenaEe on June 2I, Governor MarLin arrempced Eo meet. Ehis expectation by

In addicion to
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asking Ehe General Assembly to adopt a resolurion of incenr Eo increase she

state sales tax from three per cent to four per cenL in I99I, a measure he had

firsr proposed in 1989. He garnered virrually no supporr. for chac proposal.

t'Jhen rhar iniriative failed, the Governor, accompanied by his top financial

advisers and Srate Treasurer Harlan Boyles, wenL Eo New York Eo confer wi[h

representatives of the bond rat.ing agencies. Four days later, Standard &

Poor's announced that North Carolina rerained its prized AAA rating for rhe

rime being but chat che credir warch r.rould remain in ef f ecr.

Resolucion 76 stated t.hat rhe General Assembly remained commiEt,ed Eo its

initiacives to improve public educarion aE all leveIs and to addressing rhe

infrastrucEure and human services needs that lriII enable Ehe Stat.e's economic

development. climat,e and quality of tife to remain artracr.ive. Ir chen lisced

six actions thaE have been taken Eo preserve t,he Stare's repu[acion for fiscal

integricyt (1) a formal "rainy day fund" (i.e., E,he Budgec Stabilization

Reserve discussed above) naa been esrablished for the firsc rime; Q) the

current. operaEions budgec had been reduced and rhe cime for implementing prior

Iegislative iniriarives ( i.e. , t.he Basic EducaEion Program and che School

ImprovemenE. and Accouncabiliry Program) had been exr,ended; (3) procedures for

reaching consensus between the legislarive and execut,ive branches on rhe

process of estimacing revenues had been formali,zedi (4) a major scudy direcred

Eoeard developing reconrmendarions for resolving t.he long-t.erm General Fund

deficir had been commissioned; (5) acrions had been raken for 1990-9I co keep

expendiEure floss in line wich revenues and Eo identify furEher permanent

budger reducE,ions (e.g., Ehe ELro per cenc, nega!ive reserves allocred E.o mosE

stace agencies); and (6) bond issues, raEher lhan current revenues, had been

used to finance prison consEruct,ion, thereby Eaking some of the pressure off

current revenues.
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After recit.ing these posirive stePs, Resolurion 76

Lake others in Lhe near furure.

Revenues and expendicures L'ere Projecred over four

lgg4.-g5), various assumPLions being made abouE growch

Iedger.

recognized t.he need Eo

FinaIIy, ResoluEion 76 sEared chat rhe General AssembLy incended in rhe

future to base all execuEive and Iegislarive analyses of General Fund availa-

biliCy, general obligation bond auEhorizations, and bills affecring revenues

and expenditures on a four-year fiscal ourlook and to include in the analysis

of proposed capical improvement project,s an esEimat.e of. ProjecEed current

operaring costs of each faciliry over its useful life'

Resolution 76 ltas apparenEly whar che raEing agencies were looking for'

On August 24 Standard & Poor's lifEed Ehe credir wacch on NorEh Carolina bonds

and reaff irmed t.he SE.ace's AAA credit raEing'

1390:91 Buiger ExPeriesce

In Hay of 1990, the Governor's office of scace Budgec and flanagemen! and

che General Assembly's Fiscal Research Division made a revised consensus

revenue esEimare for che fiscal year 1990-9I. That escimace projecEed revenue

growch of 6.6 per cen!, based on Ehe economy. The adopfion of numerous tax

acceleraEions and fee increases, E.he change in Che merhod of funding school

facilifies assisEance, and rhe change in fhe merhod of accounling fot stace-

local shared taxes pushed Ehe actual budgeced growrh raEe uP to Il'0 per cent'

The 6.6-per-cent economy-based growEh raf,e rlas in Iine wich che thinking

of Che mainsf,ream naEional forecasters, including the financial services arm

of Srandard and poorts Corporacion. The evenEs of AugusL 2, hogever, rendered

Ehat. forecasc obsolere. The inicial shock of lhe invasion of KusaiE senE oil

years (199I-92 rhrough

on both sides of che
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prices from $18 lo alrnost $40 a barrel, and al the gas pumPr 8as prrces glenl

from $1.08 to $1.50 a gallon. overnighr, a slow-grotltEh economic ouLlook

became one of mild recession.

In early November, Ehe decision r.ras made by the President ro double the

size of the American military force in the Hiddle East. That decision,

coupled wich heaced nacional debace in December 8nd January over its Prudencet

caused rhe mosc precipicace drop in consumer confidence in over 40 years. In

addifion, corporaEe profi cs took a nosedive as corPoraEions eere unable to

pass on higher fuel costs to customers.

recession.

The nation ltas headed for a major

The Gulf [,lar ended in Iace February. As expected r consumer conf idence

bounced back. Improved consumer aEtiEudes eere, hosever, offseg by Che

realizarion EhaE Ehe economy had become mired in a major recession' The

unemployment raEe conginued to rise, auEo sales fell furfher, and gtate

revenues continued Eo fall. The economic condicion of NorEh Carolina ctas

worse Ehan Ehar of the United Srates ar large, due to Lhe dispacch of 100'000

E.roops from Ehe Carolinas Eo r.rar dufy. During fhe warr sEaEe sales Eax col-

lections in rhe "miliEary" counEies felI by over t0 Per cenE and aParEmenE

vacancy raEes in one couEy rose !o over 50 Per cenE.

Complicaring rhe picLure was Ehe fact thar in rhe fall of 1990, the first

analysis of rhe income Eax resrructuring acE of 1989 l;as compleced by the

DeparEmenE of Revenue. Tha! analysis indicared rhaf che income redistribuEion

porgions of rhe acE were overall essentially revenue-neuE.ral. The Fiscal

Research Division has expressed concern, however, t.hat, lhere is a Permanent

annual revenue Ioss of 985 mittion, because the raEe design in Ehe 1989 acE

did noc sufficienEly accounE for che Eremendous growr.h of S corporation con-

versions in che srake of federal tax reform.
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As in I989-90, freezes on hiring to fill vacancies, resLrictions on non-

personnelexpendilures,canceliacionofGeneralFundcapiralimprovemenE

spendingplans'quart'erlyallotmencreducrions,andotheradminisEraEive

straEegies eere employed to forego budgeted expendi!ures altogerher or ar

leasl ro defer chem Eo rhe Lgg|-gz fiscal Yeat, where they wiII enlarge a

General Fund deficic already reckoned aL $I.2 billion' The $l4l million

,,rainy day fundt't.,as also used by lhe Governor !o help achieve a balanced

budget.

Federal .Fiscal PoIicv

The General Assembly's rask of stace financial planning and budgering has

been grearly handicapped by changes in federal financial policy and pracCice'

For reasons EhaE l'e do noE fully undersEand, Ehe sf,aEe of Norch carolina

is a subst.ant.ial net exporEer of Cax dollars Eo tlashingCon; Char is ' Ehe

federal taxpayers of North carolina pay ouc significanrly more Lhan rhe scace

receives in rer,urn in federal expendilures of all kinds in Norrh carolina'

As the congress has come Eo tealize chat che federal budger is increas-

ingly ou! of balance, iE has reduced federal revenue sharing wirh rhe sLaIes

and federal financial suppor[ for Programs in which che Stare shares responsi-

bility wirb r.he federal governmenE. The Congress has noLt however' reduced

requiremenEs iE places on the sEates and local governmenLs for che provision

of services. Indeed, federal mandales seem to have grown in proporCion as

federaL funds Eo help wirh meeting E.hose mandaEes have shrunk' The cosE of

meeEing Ehose mandaCes is one of rhe facrors Char denies the General Assembly

Che degree of control over Che SCaCe's budget EhaE l.,e are generally chought ro

have.
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Fiscal Reforo Proposals

Put in simplesr !erms, the Srare of North Carol ina, I ike rhe UniCed

SCaLes, has developed an increasingiy cosCly st.andard of living that iC does

no! have Ehe sreadily rising income sufficienr to suPPorE. Unlike the federal

gOvernmenC, however, Ehe Sfafe canno! bOrrow tO pay iLS currenf expenses: it

musE balance ifs budger year by year. ThaE reguires thaE ue reduce our ex-

pendiIures or increase our income, or do both, to bring t.hem into alignmenr.

To date, Lre have done neirher sirh complete success. This session of che

General Assembly has seE irself rhe rask of curting exPenses and increasing

revenues sufficienrly Eo balance Ehe Statets budger on more rhan rhe precar-

ious, year-at-a-fime basis Ehag gre have adOpted in recenE years.

tlhile we have only begun our efforls ro define Ehe Slare's fiscal prob-

lems and devise solut.ions to them, r.re are prepared ro make several proposals

for change char we urge rhe I991 session of che General Assembly Eo con-

sider. They affect boch the revenue and expenditure asPects of sEaLe

budgecing.

State and Local Finance Scudv

The revenue systems of Ihe Scate and ics Iocal governmenEs are closely

intercsined and any careful consideracion of eit.her musc rake che oEher into

accoun!. Given Ehe recurrenE financial problerns of the SEaEe and irs counEies

and ciries, it sould be cimely for che General Assembly Lo auEhorize a

choroughgoing srudy of hor.r pe finance sEaEe and IocaI governmenr services in

Norfh Carolina and r.rheEher more adequaEe and dependable means of financing

Ehose services can be devised. Such a scudy necessarily would include the

issue of where responsibificy for performing governmenEal services should be

Iodged, as well as the question of how E.hey should be financed. The sEudy, if

adequat.ely done, would t.ake ar. Ieast a year. A srudy commission wich rhar
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assignmenl snd insLruclion Co rePor! in Cime for acrion by r'he General AsSem-

bly of 1993 poutd be an appropriate Ltay ro address r'his subjecr in irs largest

aspecE. tle r.,i I1 PrePare a resol ut i on cal l ing f or such a srudy '

, lJe recomend f,hag rhe General Assenbly aur,horize a rborough sEudy

of Ehe adeguacy of sLaLe and local governDent revenue sources and

the allocarion of responsibility a.oong Lhe SLare and iCs counties

asd municipaliries for financing and perforuing goverruDent

gervices, nirb a reporE and recomendalions Eo rbe 192 sessim of UE

191 Gselal Asrbly.
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Revenue Recitals in Approprialion Acts

Ue believe rhar it sould ctarify the financial availability (opening

credil balances plus revenues) on shich our appropriaEions are based t.tere

reciLed in Lhe current operaEiOns aPPropriarion bilt r as is done by counEies

and cities shen chey adopt rheir annual budger resolurions. In rhat manner'

however Ehe availability esrimares pere arrived atr they would by adoption

become the General Assembly's own esE,imaEes, wirh appropriate derails as Eo

their composition. When Lte nost adopt an appropriation acL' r'e necessarily

imply EhaE we believe fhere sill be money in che State Treasury sufficient ro

cover those expendirures. To recite Che details of Ehose implied resources

would serve the ends of candor and clarity'

IJe recoaoesd that eacb currenE operaE,ions aPProPriaEionc bill

adopced by Ehe Geoeral Assenbly recire is ube bill rhe availability

(beginniog balance plus revenue) esrioaE,es on sbicb it' is based'
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Kevine Revenue Esrimates to Prior Years

AEtention has been given during the currenf session of lhe General Assem-

bly Lo devising means uhereby certainty may be inEroduced inCo deCermining

revenues when making up a budger for ghe nex! fiscal year or biennium' The

proposal lo t.ie revenue est.imaEeS for Lhe nel, fiScal year Eo actual revenues

during a recencly c.ompleted period sould have rhe advantage of certainry' ll

also would have f,he purpose and effecr of significanCly timicing rhe capacicy

of the General Assembly to provide for che sCeadily increasing costs of gov-

ernmenL, costs over which Che General Assembly often does not have control'

Such a limiraCion would be only sEaEutory and srould not be I Lruly limiting

facEor if the General Assembly were desermined co use anEicipated growth in

revenues in the upcoming fiscal year to mee! idencified stare needs' lJhat we

need rDosr is the firm resolve t.o Pay our bills in Ehe fiscal yeat in shich

Chey come due; wiCh it, pe 9ou1d nog need such limiting sEaEutes and wiEhour

it, rhey would be of timiced effect-

Il pOuId reinforce our res6lver hor.rever, if ee esfablished a slaEuEory

policy liniting appropriaEions for any fiscal year to the equivalent of acrual

receipCs for Ehe mosE recen6ly complefed Calendar year, and rlre so recommend'

A lransirional period of five years would enable rhe shift Eo the nerl Policy

[o be made wirh a minimum negagive effecc. !,lere rhe ProPosed po1 icy now in

force, E.he appropriations for 1991-92 and lgg2-g3 would each be limiced to t'he

equivalenl of actual receipts for the calendar year WgA" If receiprs for Che

upcoming fiscal year exceed t.hose committed to appropriations ' 
Ehe excess

would remain as a year-end credir balance for laEer use.
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tte recor*eod EhaE tbe General Assenbly liair Geoeral Fund curreDt

operaEions aPpropriations for any fiscal year to rhe eguivalent of

actual receipts during Ebe Dost. recen[ly coDPleted calendar year'

Program Cosc Escalation and Fiscal Nores

one large conr.ribuEor Eo Lbe currenE fiscal plighr of rhe srare is chac

we--t.he General Assembly--acting in the lighr of uhar l,e considered the public

incerest, have over the lasE several years commicced che sEaEe Co several

programs, especially in che field of public educa!ion, thac have Iarge and

const.ant.Iy rising costs. To those exPress commiEmenLs should be added the

expect.aEions on rhe parE of sEaEe employees t,hat a Iong-standing practice of

rraking annual pay increases of five or six per cent is an entitlemenE' not a

benefir rhar should be keyed Eo Ehe sLate's fiscal condition. HeaIch ProEec-

Eion program cos!s have their own dynamic upward thrusE. Overlay federal

govertuDenr requireDenEs wirh resPecl Eo Hedicaid chat increase irs cosls t'o

Ehe SEaE,e by 17 per cenE a year. Load on court orders reguiring large capifal

ouElay (and acrendanE oPeraling cos!s) for prison faciLicies' Suddenly, these

Cumulative increases consume mgre than a reasonable revenue increaSe in gOOd

cirres, and drive rhe sf,aEe budger into serious deficir in times of general

economic recession, such as Ehe PresenE

The lesson ro be learned from rhis reciral is EhaL Che General Assembly

mus! be criCically aware of rhe long-term cosEs 6f gvery Program we adopE or

expand, and of our ability Eo meeg Ehose cosEs over the nexE several years'

It is a common asserEion among members of Ehe General Assembly thaE "one

session of Che IegislaEure cannoE acE ro bind if,s successors.|' t'thile lhal is

literally Erue, as a Pract.ical matCer r.re do ir at every session' LegislaCive

acEs and programs, one PuE on Che Iaw books in resPonse Eo some perceived

need, are not easily removed. They begin with (ot soon acquire) inceresEed
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consLituencies both inside and ouCside Che General Assembly' In the case of

governmenE programs, they have associafed coSts, and Chose cosES predic!ab1y

rise L'i th time due Eo ProSram expansion, scaff Brol^,t'h, salary increases,

inflarion, and oCher predicrable if not inexorable fact'ors' There is a

natural tendency on the Part. of advocates Of 8 new Program or service to
:

minimize its est,imated Iong-rern cosEs, les! those later costs burden rhe

prospecr of inirial acceptance of fhe program by the ceneral Assembly' Few

members of the General Assembly uould have thoughr, for example, when rhe

Office of LieuEenanL Governot r", made fuII-rime in 1973t thaf irs operating

cosls by 1990-91 voutd be 95841000 a year'

l,le now reguire by the rules 
, 
of borh houses chat f i scal notes be prepared

wiEh respect Eo a proposed bill ,or atnendmenE oD requesE of certain commiEcee

officers. consideraEion should be given lo reguiring a broader' mandaEory use

of the fiscal nole: Every billi or amendment Ehat would have the effecC of

esfablishing or enlarging a govefnmental program or service fhat the SLaLe of

Norgh Carolina would be expecEed co assisc in financing should carry a fiscal

not.e as Eo iCs costs for each of Ehe nexr six fiscal years' If rhe program

has a fixed life, Ehe cosE Projecgions should extend over irs fulf life'

Thac fiscal noEe shOuld include informat.ion on Ehe personnel requiremenEs

as well as Che dollar coscs of che Program. The General Assembly in 1989

provided in G.S. 143-10.2 rhar

IrJhe rocal number of permanenE sraCe funded employees, excluding
emp.loyees in t.he slaEs's public school sysEem f unded- by IJay of
Stare aid Eo loca1 public school units, shal1 not be increased by

rhe end of any Stare fiscal year by a greaE.er percentage than Ehe

percenLage rale of rhe residenlial populacion groLrlh for the scate
of Norrh Carolina.

l,lhile Char resgrainl is only statulory and Ehe Genelal Assembly can override

it by an appropriaCion acE rhat is of force equal to Ehe restricEiont iE

voices sound public policy chat Ehe General Assembly should keep conscantly in
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vie,,. A mandarory fiscal nofe rhac seIs forrh personnel requirements t'o

accompany every progran ini rialion or enlargement would enable the General

Assembly ro be aeare of hor^r closely the mandaLe of G'S' 143-10'2 is being

folIoeed, and r.re so recommend

A further example of the kind of fi scal noLe needed percains to the

prison system. Every proposal rhar sould impose or materially increase prison

senIences should carry a fiscal note informing t,he General Assembly of the

dollar costs of EhaC change: Hoe many people would be imprisoned, for hoL'

1ong, at. whar cost? The sEudy mighr be broadened to include estimates of Ehe

cosr of allernarives co imprisonmenE shere appropriare'

ue recomeod EhaE t.he House of RepresenEaEives a*end its rules Eo

provide thaE every bill or aDendDent. Ehat establishes or enlarges a

goverruDeDCal prograo or service carry a fiscal Do[e as to ifs cosEs

over Ebe Dext ensuiag sir fiscal years, uirh special amphasis oD

personnel requireoeoEs qnd cosEs.

, Building Hainrenance CosEs

So too wiEh new buildings: A longer-Eerm view of their cosEs of opera-

tion and mainEenance should be raken. There is a rendency Eo rhink EhaE when

we have provided funds Eo erecE a building (or accePEed a building donated to

che St,ale); Ehe costs are aE an end. In fact, Ehey are only beginning' The

Scate nosr makes no regular provision for che mainrenance of its hundreds of

buitdings and rhe proEect.ion of irs Iarge invesLmenl in rhem. HainEenance

funds are an early sacrifice in Eimes of budgec reducEions. It is oflen

easier Eo geE a large appropriaCion for a nep building Chan smaller sums for

irs concinued mainEenance once ic is in use. The result is rhe deterioraEion

of valuable assegs for uant of Eimely care and mainEenance.
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tJe believe thal ir would be prudenr invesLmenL on the Parf of rhe Sfare

Eo escablish a policy Ehar a fixed amounL (perhaps keyed lo Lhe cosL of build-

ing replacement) be appropriacec each yeat for rhe specific purpose of main-

tenance and repair of buiidings, and Char Chaf program take prioriry over

providing funds for nes buildings'

rJe recomend rhaE Ebe General Assembly adopt a policy Ehat it sirl

give bi6ir prioriEy in oaking each year's appropriacions co provid-
c4ital

iogZ'oa, for Che repair and oainrneance of the SEaEe's buildings'

AdopEion of Budget l'f,-4-P

One of t.he valid criricisms made of Lhe General Assembly's appropriation

process is Chat in Che long session, aC leasr, lhe budget has not for several

years been complet.ed before the beginning of Ehe new fiscal year' when che

Eerms of Che appropriaCions acE are as much in doubf as Ehey are this year 
'

rhac makes ic exceedingly difficult for sEaEe agencies and instiEuEions and

for counLies and ciries co plan their budgers. For example' our budgec for

lggl-g2 wiIl include many reduct,ions below curreng appropriation levels EhaE

silt take effect on July 1, 1991. But if se are as late in adopcing a budgec

Chis year as in recent long sessions, EhaE daEe will have been well pasE when

E.he agencies and unirs knor", definirively how much they siII have to cuE' Thac

is parlicularly Eroublesome when fhe cuEs involve rhe dismissal of current

employees due t'o cbe lack of funds to Pay Ehem'

For Ehese reasons, ee recommend fhar Che General Assembly routinely plan

irs r.rork siE.h a dererminarion Eo adopC lhe currenE operaEions aPProPriarions

bills noE laE.er than April I of each year' and ProPose I statutory amendmenE

Eo t.haE, end. The adopcion of our reconmendarion lhat rhe budgeE availabitiry

in each fiscal year be keyed Eo Ehe acEual receipEs in Ehe mosf recen! cal-

endar year would make enacrmenc of rhe budger by ApriI 1 feasible'
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lJe recomend Lbar Lbe General Asseobly reeolve Lo adoPt the currenL

operaLions aPProPriations bill by April I of eacb yesr'

Appropriations BilIs

tJe believe Ehat it nould make che appropriarions process more undersLand-

able Eo foIlor.r consisCently rhe traditional organization of aPProPriations

inro four biIIs: (1) tfre CurrenE Operations Base Budget Appropriations BilI 
'

Q) rhe currenr Operarions Expansion Budget Appropriarions BiII, (3) rhe

capiral Improvement Appropriacions BilI' and (4) rhe Budget Revenue BiII'

9e recomend rbat the proposed legislaf,ive acf ioos vit'h respecE to

sEate finances aE each session be enbodied in four bills:

(I) a current operations base budger appropriations bill'

Q) a currenE operat,ions erpansion budget appropriations

bitl ,

(3) a capiral imProveoents

(4) a budgec revenue bill

appropriarions bill' aad

(if needed).

Rainy Dav Fund

The desirability of a "rainy day fund"-'a subsEantial reserve set aside

by appropriation for use only in ghs svenE EhaC revenue shorffalls or emer-

gency caIIs for expendirures not. anEiciPaEed shen lhe appropriacions bilIs

$ere under reviep imperarively require iCs use--is ofCen acknouledged' Not

unril che fiscal yeaY I990-9I sas such a fund created in Norrh Carolina'

horrever, and rhen ir Ltas the incidenCal by-product of an eccounling sfrategem

adopred to show thag rhe Srase's budget r.las balanced on June 30t 1990' by GAAP

sE.andards. The availabiliry of rhat $141 million fund helped the Srare

avoid having in 1990-91 a year-end deficit of large ProPorlions or Eaking

drastic actions to Prevenr iE.
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The Generar Assenbly shourd provide a simirar reserve or rainy day fund

f or lggI-g2 and each f uf ure year. tie are not nor,, prepared Eo suggesE rhe

magnicude of rhar fund, buE ve nofe rhac Lhe teo per cent of rhe General Fund

budger thaE [his year's rainy day fund const.ituCed i,as certainly nor excessive

and had it. been !wo or Ehree rimes as Iarge' oLher less desirable acEions

(which will not again be available for use in future years) need not have been

taken.

one ','ay t.o creafe such a fund would be Eo seE aside a portion of rhe

sEate,s year-end credir balance f or thaE use. AnoEher r'rould be ro earmark

unusual or sindf al l income r.o Ehe SCaCe f or f hat f und ' l'le pref er Che f ormer

course and wiII propose legislacion Eo that effect'

whaEever rhe source of che rainy day fund or reserve, its use by the

General Assenbly or rhe Governor should be resEricted by uriring inCo the

aurhorizing sgatuEe the linired useg Eo which it could be put' Examples would

be evenEs such as have concribured Eo fiscal havoc for the state in recent

years: Che need Co pay unfOreseen cosEs arising from a naLural disasEer' such

as Hurricane Hugo, or subsranCial shorrfalls in projecfed revenues on which

appropriarions are dependent. secring up the rainy day fund as a lrusE fund

mighr also helP secure ic from causal expenditure'

lJe recomend t,hat t.he General Assembly escablish a savings reserve

U lrly L, L9g6.
or rainy a"y tfia/r1"r'riff ulcioarely equal five per cenE of Ebe*

annual General Fuod cu*eDg operaE,ions aPProPriafioos and specify

rhe condiEions under shich it can be spent'

Fund Balance Haincenance

The st.aEe c.onrroller urged upon us Che adoprion of policies that will

ensure EhaE rhe Scase maintains at all cimes a fund balance equal Eo at leasE

five per cenr of General Fund appropriarions (currently, abouf $400
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million). Thar would enable the ordinary financial business of Lhe staEe Lo

be carried oo, unembarrassed by lhe necessity of frequently borrowing from

sLaEe reserve funds (and paying inleresr on Ehe loans) in order to be able to

honor checks of Ehe SCare uPon PresenLarion' LJe r,rere advised that borrowing

for rhis purpose in 1990-91 cosl che Scace $10 miltion, one-half in interesL

paid and one-half in losE opportunity costs'

The proposed rainy day fund !,ould serve r.h8t PurPose so Iong as it re-

mains inract. The sounder r"ray to meec the need for a conEinuously adequate

fund balance would be Eo enac! I revenue sysEem thaE generaIes sufficient

income Chroughout the year Eo meet. the Statets oPeraEinB cos!s and Ieave a

modesr margin in che bank.

tje recomend tbat Che General Assenbly, in adopting the current

operat,ions appropriations birl each yeat, ensure that ghe fund

balance of the SEaEe is aE all cioes sufficienE Eo clear all 6LaEe-

issued cbecks thaE are presented for palment'.

User Fees

[,le nof.e a cendency for s!ace agencies and inst.icutions EhaE find budget

restrictions handicapping to resorc lo user fees of various kinds' User fees

on governmeD! services should be imposed selecCively and sparingly. Access Eo

mosE governmenc services should not. be Iimited Eo those cicizens who can

readily pay for Ehesr or who are willing r'o Eake an means tesE Eo Prove Ehem-

selves unable to pay for t.hem.

lie recon-'end tbac the General Assembly proceed cauEiously in iopos-

ing user fees on users of state tovenurentts services'

Performance Audit of Scate Government

The General Assembly should give serious consideralion Eo ordering a

choroughgoing survey or performance audir of lhe execuEive branch of sEaEe
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governmenL, including such matEers as employee benefirs. The purpose of this

survey would be ro provide che Governor and Ehe General Assembly wirh informa-

Lion necessary ro make incelligent decisions about Possibilities for economies

through program curEailment or oEher means. Ils execuLion probably uould

require Ehe employment of special scaff or consulfancs Lo Lrork vith a legisla-

rively esf,ablished srudy commission that eould review scaff findings and make

action recommendaEions Eo rhe General Assembly. Such a survey pould not be

inexpensive, but. ic should be money rrell sPenL.

l.le have received suggestions for drasEic means of forcing sucl, a re-

evaluation of governmenLal programs, inctuding a statutory sunseECing of alI

sEaE.e programs and agencies a! rhe end of a st.aEed period. ThaE strategy

might have the value of forcing early legislarive decision on the conEinuation

or disconrinuaEion of each agency. Realism suBgesEsr however, EhaE few pro-

grams would be discontinued in EhaE lray. llore than likely, Ehe scale of the

cask of revieuing aI1 sEaEe ageancies for termination or renesal in a short

period would lead Eo Ehe rouEine renesal of most of Ehem, noE their careful

exami na E, i on .

iJe recomeod t.bac the Geoeral

survey of and reporE Eo tbe

brancb of sEate governrEuE

effectiveness, and ecooooy of

by rhe SEaEe.

Assembly order a thorough mnsggosqf

Geoeral Assembly on tbe erecuLive

uicb respecE fo the needfulness,

each acrivity and Progra.E mainraioed

Conclusion

The Srace of North Carolina musE lreaE it.s current

opportuniry for che kind of fiscal reform thac sould

cime buE is nor feasible under calmer circumsEances.

financial crisis as an

be appropriaEe at any
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This opportunity ca}ls for full cooperation between the

Governor and the General Assenbly, and between the House of

Representatives and the Senate, without regard to partisan

considerations. Its address must be large in scope, for it

must comprehend both changing federal-state fiscal policies and

the vital rel-ationships between the State and its counties and

cities in their shared responsibilities for meeting the needs

of the people of North Carolina for protection and service.

Some issues adrnit of short-tern solutions i others wil,l reguire

Ionger term study. Al.I are worthy of our best ef forts

The mission of the Finance Comnittee and of the House

Leadership wilI be to build consensus, first within the House

membership and then with our Senate colleagues, so that

legislative initiatives in the area of fiscal and budgetary

reforn bring real and lasting change.

The fiscal probleurs of North Carolina are serious. Tbe

public wants and deserves action to solve these fiscal problems

and wiII pay the price of the solutions if what is asked of

thern is well justified. This opportunity must not be lost.

our own task is l.arge; the lif e of this Select

Subcommittee has been short. Vle recomnend that the existence

of the Subcornmittee be extended at least to the end of the

current 199L session of the General essenbly, So that we nay

have time to consider and provide more thoughtful response to

some of the issues within our charqe.
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